NAFTA and GATT will dramatically alter regulations protecting U.S. peanut markets and will allow foreign producers considerable access to~omestic market. Traditionally, the political economy surrounding peanut policy has been favorable to domestic producers. Rising peanut butter imports, decreasing domestic demand, and possibly the inadvertent effects of domestic policy, ironically implemented to protect domestic producers, have contributed to significant increases in Treasury costs. These increased Treasury costs have dramatically changed the political climate surrounding the peanut program. In this light, the effects of GATT appear manageable; NAFTA may ultimately require major policy reform. Possible alternatives are presented.
The effects of the global shocks are important for a variety of reasons. Peanuts are a major commodity in the South. Peanuts represent 1I percent of the cash receipts of all crops in the Southeast production region (Alabama, Georgia, and Florida), 9 percent of the cash receipts in the North Carolina-Virginia area, and 5 percent of the cash receipts in Oklahoma and Texas. ' Moreover, peanut production is highly concentrated within these states. As a result, peanuts are ofien the cash crop for producers and a major industry to local rural economies.
Finally, previous policy modifications occurred not because of the external shock itself, but rather due to the resulting rise in Treasury costs associated with the peanut program. The 1995 farm bill represents a crossroads for the fiture of the peanut program.
This research examines the effect of peanut and peanut product imports on the integrity of the peanut program and analyzes how these imports offset the price-supporting effects of the program. It provides an analysis of the political economy in which past and present policy has been formed. It analyzes the current effects of peanut product imports. Finally, it looks to the potential effects of the North American Free Trade Agreement (NAFTA) and the Uruguay Round of the General The Agricultural Act of 1949 established acreage allotments for peanuts, thus limiting the total amount of peanuts produced. Prior to 1978, all peanuts from these allotments were guaranteed the support price. In 1978 a poundage quota was established for peanuts. The level of quota is set annually to meet expected domestic edible demand given the support price. From 1978 to 1981, total production was limited by acreage allotments, but only quota peanuts were guaranteed the support price. In 1982 acreage allotments were suspended. The support price remained guaranteed only to quota peanuts, but total domestic production was not limited.
The .qstablishment of quota peanuts (as only a portion of the total allotment) in 1978 brought about the production of "additional" peanuts, the term applied to those produced in excess of quota. Only quota peanuts can be sold directly into the domestic edible market. Quota peanuts can be sold directly to handlers or put in loan to the Commodity Credit Corporation (CCC) through the regional growers' associations. In either case, the producer is guaranteed a minimum support price. Additional peanuts can be contracted to handlers for sale in the expo~market or put under loan to the CCC in additional pools.3 If put in loan, the producer is guaranteed the additional support price, a price set at only a small fraction of the value of quota peanuts. Additional placed in loan, however, can be bought back, at a minimum of the quota support pri~e, into the domestic edible market if demand exceeds the level of quota. The average price that producers receive by placing peanuts in loan thus depends upon the quantity of buybacks and the price paid by handlers for them. A priori, the expected price should be the price for contracted additionals.4
Additional may not be marketed directIy for domestic edible uses. Peanuts illegally marketed in this manner receive a penalty of 140 percent of the quota support price. Imported peanut products made from additional peanuts are subject to the same penalty. A final regulation issued in 1978, prohibited the export of peanut products made with additional peanuts to Canada and Mexico. The rationale for the 1978 rule came from the belief that it would be too difficult to prevent the reimportation of these products back into the United States. The USDA suspended this regulation for the 1992-95 marketing years.
The basic operation of the current program is illustrated in figure 1. The government sets the quota level, q, equal to expected demand at the quota support price, P,v, Individual farmers will produce until the marginal cost of production equals the price for contract additional.
Since contract additional are exported, the contract price is determined by the expected world price. Total production is then set where the supply curve, S, intersects with the world price, P.,. At the time of harvest, actual demand may be greater or less than the government determined quota.
If demand exceeds quota production, additional will be bought back into the domestic edible market. If demand is less than quota production, a surplus exists, This surplus will be placed in loan and sold into the crush market at a loss to the U.S. Treasury.Ã variety of reasons exist for surplus quota peanuts held by the government. The first is simply an incorrect estimate of the domestic demand by the USDA. The second deals with the carryover provision. When producers fail to meet their quota, they can carry the quantity of these undermarketings into future growing seasons.b While the estimate of U.S. consumption may be correct, a large quantity of carryover can flood the market. By regulation, the USDA sets basic quota equal to expected demand. Effective quota, the sum of basic quota and allowable carryover, is the actual quantity that producers can market for edible purposes. Referring to figure 1, q would represent basic quota and effective quota would fall somewhere to the right, the quantity of carryover equaling the surplus.' The third is displacement of demand for domestic peanuts by imports of either actual peanuts or peanut products. Figure 2 depicts the U.S. edible peanut market when a surplus exists. D is the expected domestic demand for U.S. peanuts. Given D, the poundage quota, Q, and the support price, P,, are chosen to clear the market. Suppose that D] is the actual demand curve for domestic edible peanuts, due either to incorrect estimation, carryover, or displacement from imports. This causes a surplus of (Q-Q,) that must be purchased by the government at P, and ultimately sold into the crush market for P,.
The diversion occurs to maintain the edible market price at P,. As indicated in the figure, P, is considerably less than the world price, PM,. The result is Treasury costs in the amount equal to the shaded area labeled abed in figure 2.s The effects, both economic and political, of such surpluses will be addressed in the discussion below.
Q Quantity
To protect the domestic program, an import quota placed on foreign produced peanuts was initiated in 1953 (Schaub and Wendland) , This quota limits imports to 1,709,000 pounds (shelled basis) per marketing year --August 1 through July 31. This equals approximately one-tenth of 1 percent of annual total domestic edible demand, This quota occasionally has been relaxed because of extreme shortfalls in domestic production. (e.g. 1980 and 1990 were both years in which severe weather and disease greatly lowered domestic production.) This quota, however, does not limit the imports of most peanut products, specifically peanut butter and peanut paste, confectionery products, and mixed nuts containing peanuts.
The major peanut products are peanut butter, peanut candy or confectionery, and snack peanuts, either shelled or inshell. In theory, the import quota is designed to limit the importation of all peanut products except peanut butter. In reality, peanuts in confectionery products typically are not credited against the import quota. Instead, they are classified as candied nuts under the broad heading of sugars and confectionery, Though levied with tariffs, these imports are not restricted by quotas (other than those on sugar). Mixed nuts can enter in bulk or as packaged products. The former must be separated by type of nut and classified separately, Bulk peanuts are limited by the import quota. Packaged mixed nuts, however, are credited under their own catego~. While the tariff for this classification typically is higher than that for other peanut categories, no limit on imports exists.
The final product, peanut butter, has been the topic of much recent discussion. Peanut butter has its own classification and tariff rate. It was not restricted by a quota and, as previously stated, imports had risen dramatically in recent years. The U.S. Food and Drug Administration has a specific definition of peanut butter. Peanut paste, however, which is basically ground peanuts, does, usually, meet this definition and is classified as peanut butter when imported. In the rare instances where peanut paste does not meet the definition of peanut butter, it is classified as other prepared and preserved and limited by the quota.9
The historical ad valorem and per-unit tariffs on these products are illustrated in figures 3 and 4. The tariff rate on peanut butter remained steady at 7 cents per pound until 1979. By 1981 the tariff had fallen by more than 50 percent to 3 cents per pound, where it remains today. The tariff rate on mixed nuts prior to 1989 was based on the highest tariff rate for any nut in the mixture (18.5 cents per pound for almonds). These are seen in figure 3 . As seen in figure 4, since 1989 an ad valorem tariff rate of 28 percent has been in effect for mixed nuts. Also seen in figure 4 is the ad valorem tariff rate on candy. This rate fell, rapidly during the late 1960s and early 1970s, falling from a high of 14 percent to 7 percent. These reductions have increased the potential for material interference in the peanut program due to product imports,
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Treasury Costs: A Catalyst for Reform
Prior to implementation of the peanut program 10 to 20 percent of U.S. edible consumption was imported. Since the program's origin these imports have been effectively prohibited by tariffs and/or quotas. Further, until recently, peanut product imports have been virtually nonexistent.
Despite this import protection, politically unacceptable Treasury costs have been a recurring problem for the peanut program. Initially the problem stemmed from nonparticipants that increased their supply to the edible markets while the government paid program participants to divert production to the crush markets. The diversion was costly to the government but did little to raise the market price of peanuts. Later, problems arose due to the national legal minimum acreage allotment, set at 1.61 million acres by the Agricultural Act of 1949.
Although on occasion the actual allotment was higher, the legal lower limit never changed. All peanuts produced within the acreage allotments were guaranteed the support price. Initially the minimum acreage presented no problems --thanks in large part to the import quota.
Technical progress and the incentives of an acreage allotment program, however, caused average yields to more than double during the two decades between 1950 and 1970.10 Table 1 illustrates the rapid increase in yields and the resulting increases in production and Treasury costs that occurred following the implementation of acreage allotments. By the end Because allotments, and now quota, cannot be transferred across county lines, production has remained concentrated in the same areaa as when the program began. Areas that have traditionally grown peanuts depend upon the industry and the support it receives through the program. Further, processing sites have developed in these same regions, adding shellers and non-grower industry workers to those opposing change. More efficient producing areas are currently blocked out of the domestic edible market because they have no access to quota. These more efficient producers would be able to adapt more easily to program modifications that would lower government costs. Coalitions of additidnals producing farmers have organized in both Georgia and Texas to lobby for policy that is more favorable to their interests than those of the current quota holders. The typical producer in these The CFTA, however, revoked neither Section 22 protection nor the ban on product exports. Further, at the end of 1990, Congress passed a near identical peanut program that extended through 1995. Adverse weather in the Southeast, however, resulted in a short 1990 crop. In response to a request by manufacturers, late in the 1990-91 marketing season the U.S. International Trade Commission (USITC) recommended a oneyear increase in the import quota for peanuts. President Bush relaxed the import restrictions, but by this time less than one month remained in the marketing year and until the harvest of the 199I crop. The 1991 crop was the largest in history.
What transpired during the 199I-92 marketing year ultimately caused the largest Treasury costs for a single year since 1975. The peanut program came under intense scrutiny. An investigation by the General Accounting Office (GAO) began to examine the role of peanut policy and suggest possible changes. The GAO's report, released in February 1993, criticized various aspects of the program and called for substantial changes in the peanut program, several of which involved moving the industry in a more market oriented direction. This supported the position taken for many years by manufacturers.
Growers and shellers did not agree. t1 The general consensus among growers and shellers on the cause of the 1991-92 Treasury losses was threefold: 1) the extra imports allowed under a relaxation of the Section 22 quota due to the short 1990 crop, 2) the USDA's over-estimation of domestic demand, and 3) the increase in peanut butter imports. Witnesses at congressional hearings had varying suggestions on how best to prevent future Treasury losses. The item upon which they, growers and shellers, agreed was that a limit on the imports of peanut butter must be enacted. The other suggestions, however, help to illustrate the differences between quota growers, additional growers, and shellers.
All growers agreed that the quota needed to be more accurately set and, specifically, the USDA needed to account for carryover. The 1990 drought resulted in the full 10 percent legal maximum national carryover occurring in 1991. Virtually all of which was sold to the CCC. An additional suggestion of the growers required all imports, peanut butter and raw or processed peanuts, to meet the same quality standards as U.S. peanuts. This point was especially supported as a necessary requirement for all potential imports under the NAFTA and the GATT.
More far-reaching suggestions came from additional growers [2. In hearings before the House Subcommittee on Specialty Crops and Natural Resources, they first called for an end to carryover. They cited it as a significant factor contributing to high Treasury costs. Further, they believed that federal crop insurance could provide adequate protection for unforeseen shortfalls in production to cover growers' costs of production and the value of quota. Second, they wanted to end the cross compliance within area association pools. Currently, profits in the additional pools are used first to offset losses in the quota pools of any region before being distributed to the growers who placed additional in loan. Producers who grew additional exclusively believed themselves unfairly penalized, subsidizing quota losses when they did not share in quota profits.
To offset this, they suggested assessments against all quota peanuts placed in loan to cover the costs of administering the program. A similar suggestion called for peanuts placed in loan to receive some price less than the support price to increase the incentive to market peanuts through the shellers rather than through the government loan, Finally, they called for an end to the restriction on the transfer of quota across county borders. This would aid additional producers by providing them with greater access to quota through purchase or lease. The obvious efficiency argument follows that, without restrictions, quota would move to locations that can produce the best quality peanuts at the lowest price. Those in traditional peanutproducing areas were opposed to this suggestion.
The shellers concurred on the need to limit peanut butter imports, but they favored lower support prices rather than reductions in quota. Since shellers' profit by volume this makes sense. They must strike a balance with growers, however, because they profit from larger U.S. consumption only when the supply to manufacturers comes from U.S. producers rather than foreign imports.
The interests of manufacturers are quite different. To the extent that they comment on the program, they generally prefer larger quota allotments. A larger national quota reduces the possibility of a domestic shortfall and prices rising above the support price.
They also favor unrestricted sale and lease of quota to facilitate movement of production to the most efficient growing regions. In fact, the American Peanut Product Manufacturers, Inc., whose members represent over 50 percent of domestic peanut use, opposed continuation of the peanut program during the planning of the 1981 and 1985 Farm Bills. In 1990 they took what could be viewed as a more conciliatory stance. (See "Formulation of the 1990 Farm Bill (Peanut Program)," hearings before the Subcommittee on Tobacco and Peanuts of the Committee on Agriculture.) They called for higher quota levels, a freeze on the support price, and reiterated their request for elimination of transfer restrictions on quota to increase efficiency in production. Still, while manufacturers obviously would like to purchase peanuts at the lowest possible price, they do realize the need for the highest quality peanuts to guarantee the quality of their products, They illustrate this by the fact that primary utilization of peanut butter imports occurs through institutional channels. The three major peanut butter manufacturers, to date, have not imported peanut butter or paste for retail sale.
The concern over peanut butter imports ultimately led to a request for the USITC to examine the impact of peanut butter imports on the operation of the peanut program. Early in 1994, the President indicated his willingness to invoke Section 22 protection. Two days prior to hearings on the issue the USITC received a request from the President to suspend the investigation indefinitely; this was done. The other suggestions largely remained just that, because no action was taken by either Congress or the USDA. Regulations on quota transferability, profit sharing among the association pools, and the official estimation of domestic demand remained unchanged. The one change that did occur was the suspension of the prohibition on exports to Canada and Mexico of peanut products made with additional for the 1992-95 crops.
Trade
Agreements, Product Imports, and Treasury Costs: New Policy for the 1990s?
A separate issue is the impact of peanut butter, and all other peanut product, imports. The increase in peanut butter imports, though largely from Canada, is not likely the result of the CFTA. In fact, domestic peanut policy suggests U.S. regulations as a possible cause.
United States-Canada Free Trade Agreement
The CFTA took effect in January 1989. The agreement allows for different implementation periods to reduce tariffs and customs fees on goods traded between the United States and Canada, For most agricultural products, including blanched and processed peanuts and all peanut products, the implementation period to eliminate tariffs is 10 years. A straight-line method is followed, with the first reduction occurring in 1989 and tariffs eliminated by 1998. The tariffs on peanut butter and blanched and processed peanuts fell to 2.7 cents per pound in 1989 and have continued to fall by 0.3 cents per year, The tariffs on candied nuts and mixed nuts were lowered to 5.4 and 25.2 percent ad valorem, falling an additional 0.6 and 2.8 percent per year, Figure 5 shows the path of peanut product tariffs during the 10-year implementation period. The tariffs on raw, shelled, or inshell peanuts follow a different pattern. Atler falling to 2.7 cents per pound in 1989, the tariff was completely eliminated in 1990. The decrease is inconsequential given that Canada does not produce peanuts. Any imports from Canada would not meet the rule-of-origin criterion.
An important feature of the CFTA is the regulations imposed regarding rules of origin. Products entering the United States must be deemed as Canadian products and not those of a third country, fhnneled through the Canadian market to receive the lower tariff rate. To qualifi, processing must occur in Canada that changes the classification of the product to a different tariff code. In the case of peanuts, this involves importing raw peanuts and processing them into peanut butter, candied nuts or ready-to-eat mixed nuts.
Peanut Butler Imports: The Resul~of the CFTA or Other Factors
As seen in table 2, though the tariffs on all peanut products have declined with implementation of the CFTA, only peanut butter imports have shown a significant gain in the last several years. A second point is the initial tariff was only 3 cents per pound. Making the necessary conversions, this is approximately 5.67 cents per pound of raw inshell peanuts,13 a value far below the differential between the support price and the world price. The CFTA tariff for 1994 is 1.2 cents per pound or approximately 2.27 cents per pound of farmer stock peanuts. This 3.4 cent drop is minimal when compared to the roughly 15 cent difference between the world price and the support price. Finally, even if one were to argue that this slight tariff reduction was just enough to start the flow of imports that would not explain the simultaneous increase in imports from other countries, namely Argentina, that have not received the benefits of lower tariffs.
Still, imports are rising rapidly. The extent to Which these imports displace domestic peanuts through domestic peanut butter consumption is illustrated in table 3. In ten years peanut butter imports have grown to represent over 10 percent of the domestic market. Two possible scenarios might explain the rise in imports. For the first, one can look at the Argentina peanut industry. The imports from Argentina are largely peanut paste, crushed peanuts without the typically added sugars, salt, and stabilizers, Argentina only became a major producer and exporter of peanuts in the past decade. Their rapid increase in exports could reasonably be explained as normal progressive growth within the industry, As the Argentine industry developed, it expanded production and exported its excess supply, first in the form of raw products and later in the form of processed products as they developed the necessary infrastructure. Most peanuts used for peanut butter production in Canada are from China. While China long has been a major producer of peanuts, their current influence in the export market for edible peanuts began only slightly before Argentina's. It is po$sible that as China's exports increased, Canadian rather than Chinese firms developed the processing facilities for the excess supply, A second possibility stems from the 1978 change in policy. At that time the United States allowed for the export of additional peanuts to Canada but not peanut products made from additional peanuts.
This provided Canada the opportunity to produce its own peanut products from inexpensive, yet high quality U.S. peanuts. Once this infrastructure was in place, the Canadian processors could expand their production to peanut butter for industrial uses. These uses do not demand the same high quality allowing for the use of peanuts from other countries, namely China, Because these products were not made from additional they could be exported to the United States.
Under this scenario, a policy --the prohibition of exports of peanut products made from additional --that was designed to protect the domestic peanut market may ultimately have caused U.S. producers to lose market share to foreign competitors.
North American Free Trade Agreement
The NAFTA, implemented in 1994, removed Mexico from the barriers of Section 22. Section 22 will be replaced with tariff rate quotas, The quota specifies the quantity of peanuts, called the minimum access level, that will be allowed into the United States at a zero or low tariff rate; all imports above this quantity will be taxed at a higher, more restrictive, tariff rate. The NAFTA will be phased in over a 15-year period. During the transition period the minimum access level will increase annually while the tariff rates for excess imports will decrease.
Mexico had an initial duty-free import quota of 3,377 metric tons (MT) of peanuts. This increases by 3 percent annually to 4,959 MT in 2007. The quota will be eliminated completely in 2008. No tariffs apply to the minimum access level. Imports above the annual quota level are allowed, but taxed. The 1994 rates were the maximum of 120 percent ad valorem or $0.783 per kilogram for shelled peanuts (raw or preserved) and the maximum of 181,4 percent ad valorem or $0.517 per kilogram for inshell peanuts. These rates will be reduced by 3 percent of the original level in the second through sixth years for a total 15 percent discount. The remaining tariff will be eliminated in a straight line method over the remaining 9 years. Figure 6 illustrates the decline in tariffs for peanuts, Finally, all peanut imports from Mexico must be Mexican grown. This includes peanut products such as peanut butter, It is this point that has allowed government officials to assert that NAFTA will have little effect on the domestic peanut market. Former Secretary of Agriculture Mike Espy stated that NAFTA will expand Mexico's economy and increase their demand for peanuts. Further, he did not anticipate that "Mexico can become a major supplier of peanuts to the United States because of their limited land for production and their limited shelling, processing, and storage facilities." (Southeast Farm Press, November 1993.) 
Uruguay Round of the General Agreemen~on Tari@ and Trades
The GATT will implement further changes beginning April 1, 1995. The Uruguay Round, which ended in December 1993 afier 7 years of negotiations, is a first attempt to open up agricultural markets. The GATT focuses on four specific obstacles to trade: market access barriers, export subsidies, internal supports, and sanitary and phytosanitary restrictions. For peanuts the area of greatest importance is market access barriers. The GATT ends protection of all U.S. agricultural commodities under the auspices of Section 22. In general, the GATT requires that all non-tariff barriers be converted to their tariff equivalents, This equivalent is the difference between the average domestic price and the average world price. Further, countries must allow foreign access to the domestic market equal to at least 5 percent of consumption. The access quota is calculated based on consumption in a specified base period, 1986-88 for peanuts. Initially countries must only allow access to 3 percent of consumption, but these quotas must increase to the 5 percent requirement within the initial 6-year implementation period. Now look more specifically at peanuts. As with the NAFTA, the GATT replaces Section 22 import restrictions with tariff rate quotas. The initial "access quota" or imports allowed with a nominal tariff is 33,700 metric tons, or 3 percent of average domestic consumption over the base period. This quantity increases to 5 percent of the domestic average (56,293 metric tons) by the sixth year. The tariff on "over-quota" imports is 155 percent for shelled and 192.7 percent for inshell peanuts. The tariff rates are illustrated in figure 7 . The minimum access quota excludes imports from Mexico which may rise at the rates specified in the NAFTA. The Corresponding with the allotment to Argentina is a change in the quota year. The marketing year for U.S. peanuts traditionally has run from August through July. USDA publications report statistics on peanuts and peanut markets based on this period rather than on the calendar year. The current import quota also follows this time pattern, The GATT changes the "quota year," the period to which the stated import limitations apply, to an April through March season. There are two apparent explanations.
First, imports are accepted into the United States on a first-come firstserved manner. Competition to export peanuts into the United States market results in most, if not all, of the quota being filled in the beginning of the quota year, This occured concurrently with the United States harvest, when an abundance of peanuts already filled the market. The desired effect of shifting the quota year includes providing a better supply flow and reducing price variability. Second, the change is logistically sound given Argentina's 78 percent share of the minimum access quota, The beginning of the quota year now immediately follows Argentina's harvest.
GATT also establishes a separate quota for peanut butter (and peanut paste) --this in spite of the fact that U.S. peanut butter markets never received set at 19, protection under Section 22. The quota is i 50 metric tons, approximately equal to the 1993 level of imports. This quota provides for specific allocations to Canada and Argentina in addition to allocations to broad categories of countries. Canada's allotment is 14,500 metric tons. Argentina is allowed imports up to 3,650 metric tons, Less developed countries have an initial allotment of 750 metric tons, increasing over the six-year implementation period to 1,600 metric tons. The remaining 250 metric tons will be dispersed to other countries. Argentina qualifies as a "less developed country," and thus it may export more than 3,650 metric tons to the United States. Mexico is not included in this quota on peanut butter. Mexico may export an unlimited amount of peanut butter to the United States provided it contains only Mexican-grown peanuts. The in-quota tariff rate for all countries follows the schedule established for Canada under the CFTA. Thus, the in-quota tariff will be eliminated by 1998. The over-quota tariff rate will be 155 percent. This rate will fall by 15 percent over the first six years to 131.8 percent. The quota year for peanut butter will follow the calendar year,
Interaction of the Trade Agreements and Their Combined Effects
In general, there is little conflict between the CFTA, the NAFTA, and the GATT. The GATT allows for bilateral trade pacts as long as they do not raise the barriers to trade for nonparticipating countries. The CFTA and the NAFTA meet this criterion. Since they remove virtually all barriers to trade and do so at a faster pace than the GATT, in general, there are no conflicts, There is one caveat to this generalization: the conversion of non-tariff barriers to tariffs by GATT and whether this is allowed by the CFTA, an agreement that reduces all tariffs between the United States and Canada to zero.
Both countries agree that the CFTA takes precedence over the GATT because the GATT allows such bilateral agreements. The United States contends that the CFTA (and now the NAFTA which replaces it) does not allow the implementation of higher quotas or new quota restrictions. If true, then the tariffs on all products traded between the two countries will be zero with no market acceps restrictions. Canada contends that the CFTA allows for it to convert the pre-GATT non-tariff barriers to new tariffs. At issue is the interpretation of a particular clause in the actual agreement between the two countries. Each country is interpreting the clause differently. It is likely that the courts will ultimately decide which interpretation is correct, What does this mean for peanuts? Given that the CFTA requires that imports receive the lower tariff rates only if they meet the rules of origin, peanuts should not be affected. Peanut butter might be, however. [f the U.S. stance prevails, Canada would likely increase its peanut butter exports to the United States without paying rwer-quota tariffs. The United States would argue that the peanut butter limitation is a special agreement that amends the CFTA. [t is doubtful, however, that the United States could prevail on both issues.
Working under the hypothesis that GATT effectively prevents any further increase in peanut butter imports, the cost to the United States is the eventual loss to foreign imports of 5 percent of the domestic edible peanut market. Rucker, Thurman, and Borges (1994) show that given the high overquota tariff rates under the GATT, it is extremely doubtful that any peanuts beyond the minimum access level will be imported. 14 This agreement is a tradeoff that most growers would have preferred to avoid. However, given the President's non-action on limiting 1994 imports of peanut butter, producers ultimately may be thankfld for the GATT. They have lost 56,293 metric tons of domestic edible market, but have prevented any further loss of the domestic peanut butter market to increasing foreign competition.
The domestic peanut program's future, however, looks less promising after close examination of the NAFTA. Former Secretary of Agriculture Mike Espy assured producers that Mexico does not possess the infrastructure necessary to pose much difficulty with the current program.
This view is questionable however. The NAFTA eliminates all tariffs on peanuts and peanut products by 2008. This provision allows Mexico 15 years to increase production, both through increased acreage and yields, and to develop the necessary infrastructure to mill and process a larger supply of peanuts. This argument was raised by grower representatives in hearings on the NAFTA prior to Congressional approval.
(See Southeast Farm Press, December 1993.) Recent Mexican data on acreage, yields, production, imports, and consumption are shown in table 4. If Mexico were to double both its acreage and yields, its production would equal almost half of current U.S. edible consumption.
After subtracting off Mexico's current consumption, excess supply would still exceed one-third of current U.S. edible consumption. Currently, Mexico's yields are about half those of the United States.
Since the technology exists for higher yields, it is reasonable to believe that the promise of the high United States support price will cause utilization of this technology. Further, if U.S. exports of grains to Mexico increase as expected, land in Mexico could become available for expanded peanut production.
GATT and NAFTA: Benefactors, Losers, and Policy Alternatives
It is not clear who the ultimate beneficiaries and losers from the NAFTA and the GATT will be. Consumers are not likely to benefit $ince the price support system still exists. The marginal price of peanuts remains the quota support price. At the margin, costs to manufacturers and, thus, retail prices remain unchanged. The effect on all indust~participants in the long-run depends upon how the program adapts to increased imports. Given the media attention that surrounds the peanut program, no action, which likely means increased government expenditures, is not a viable option. Possible alternatives include lowering the quota level, lowering the support price, or import restrictions.
Congress's approval of the GATT ceases import quotas under Section 22. Less explicit import restrictions, in the form of quality and environmental requirements, are possible deterrents. Both the NAFTA and the GATT have provisions regarding these issues. It is still unclear, however, what these regulations might be or how effective they will be in limiting imports.
The GATT limitation on peanut butter imports is certainly a victory for peanut growers and shellers. It is less clear how manufacturers view this quota.
Initially, one would assume that manufacturers benefit from the availability of cheaper foreign peanut butter. Imports, however, have reached consumers largely through industrial channels. The major producers of peanut butter for retail sale continue to rely exclusively on domestic peanuts. One explanation stems from the quality difference between domestic and foreign peanuts. The story follows that the major brands do not want to risk their reputations on an inferior product. The validity of this assumption will be tested if and when Mexico expands its production and develops the necessary infrastructure to compete in the U.S. peanut butter market, either through direct sales of peanut butter and paste or through the sale of peanuts to U.S. manufacturers.
Regarding reforms to lower potential Treasury losses, decreasing the quota appears to be the optimal choice in the opinion of growers. [t allows maintenance of the support price at its current level and continued production of additional for export. Decreasing quota without reducing the support price, however, is potentially only a shortterm solution that could not be maintained in the long-run. In the short-run lower national quota levels can eliminate the potential for government costs. Given the GATT agreement alonq, this option would be a viable one to offset the minimum access requirement.
If Mexican production increases because of increased acreage and/or more intensive production practices, the necessary reductions in quota may become excessive once imports are unrestricted,
The alternative is to lower the support price. Though not the choice of growers, this would seem to be the optimal proposal for shellers, manufacturers, and consumers.
Lowering the support price would lower the price paid by shellers and manufacturers and thus consumers. Shellers, the first consumers, will see the entire savings. The degree to which prices to manufacturers and retail consumers fall' will depend upon each sector's market power and their supply and demand Note: All data is for merketing year, August -July. Column(1) in 1$00 acres. Column (2) in pounds per acre. Columns (3)-(8) in 1,000 pounds. Column (4) is total imports from all sources. Column (5) is imports horn the Umted States only. Edible Utihzation includes consumption plus seed and feed uses. Source: USDA Foreign Agricultwal Serwe elasticities. Lower prices for final products would increase the quantity demanded. Expansion of the market obviously helps manufacturers. Lowering the support price increases the competitiveness of domestic peanuts. This action, in conjunction with increased demand for peanuts from all sources, will maintain a larger flow of peanuts being marketed through domestic shellers, improving their situations. Finally, the suggested superiority of U.S. peanuts implies that a moderate support price that maintains a differential between the world price approximately equal to the premium afforded to U,S. peanuts for their higher quality, could be maintained in the long-run with no cost to the U.S. Treasury.
Conclusion
Throughout the history of the peanut program, peanut policy has been modified to adjust to external shocks. In the early years of the program, these shocks were domestic in origin, Trade barriers effectively insulated the United States peanut and peanut product industries, Today insulating is no longer possible. While domestic critics vocalized their objections to the program, producers directed their primary attention to the trade agreements that threatened to remove import barriers.
The final effect of these trade negotiations on the domestic peanut industry is yet to be determined. In the past the political negotiations centered around a powerful block of the legislators representing growers. As discussion on the 1995 farm bilI begins this may no longer be the case, The existing political economy has changed --time will tell how much. Well before Congress' approval of the NAFTA or the signing of the GATT in the fall of 1993, the peanut program was under intense fire. Early in 1993 the General Accounting Office released a publication calling for substantial changes in the peanut program.
This report supported the positions of various members of Congress who called for changes or complete elimination of the program. In addition to the critics of the peanut program, there are those hoping to cut agricultural subsidies across the board to reduce federal spending.
Peanut producers, however, prepared for a fight. They complained that the proposed trade agreements threatened their livelihoods. Articles in the popular press express farmer and grower representatives' concerns. They ultimately proved that they maintain considerable political clout in Washington. Both the NAFTA and the GATT were revised to appease grower concerns. All peanuts and peanut products imported from Mexico must come from Mexican-grown peanuts. strict enforcement guidelines have been set out. The GATT agreement on peanut butter was designed to offset the likely increases in peanut butter imports.
The domestic peanut program's future, however, remains in doubt atler close examination of the NAFTA. Despite the former Agriculture Secretary's assurances, the potential for Mexico to acquire the infrastructure necessary to greatly increase its peanut and peanut product exports does exist, This undoubtedly will affect peanut policy in the future, One potential option is stricter health safety and environmental regulations. Many foreign countries allow the use of pesticides that are banned in the United States for health and/or environmental reasons. Regulations prohibiting the import of peanuts with any residue of U.S. banned chemicals are supported by producer groups. Other options include reductions in either the national quota or the support price, or both. Unchanged, the program appears destined for increased imports and Treasury costs increases. The 1995 farm bill offers an opportunity for all market participants --producers, shellers, manufacturers, and consumers --to compromise and put forth a workable and affordable program for the rest of the decade and beyond. What remains to be seen is if policy changes relating to potential material interference with the peanut program will be preventative or reactionary.
